Economic Development Revolving Loan Guidelines

Sections | through XIV of this document govern thee of Federal
economic development revolving loan funds. Seck®hof this document
applies to the use of State economic developmentviag loan funds.

l. Purpose.

The purpose of these guidelines is to establisitipsland procedures
to regulate, coordinate, and facilitate the wonkfleor underwriting
new financing requests, servicing revolving loaasd ensuring
borrower compliance with loan terms and conditions.

Il. Authorization and Funding Sources.

Chapter 469 of the Minnesota State Statutes, asdade authorizes
the City of Mankato to make loans to prospectivegie businesses.
The revolving loan fund was capitalized throughdsimade available
by the City of Mankato and the Minnesota Departn@nirade and
Economic Development.

In addition to these guidelines, loan funds argesilio the rules and
regulations established by the U.S. Departmentafsthg and Urban
Development (HUD) for the State of Minnesota’'s Caounmity
Development Block Grant (CDBG) program.

.  Mission.

The mission of the revolving loan fund is to in@edhe City's tax
base, create and retain permanent private sedber god improve
economic opportunity and living standards for thezens of Mankato
by promoting local business development and expanbly attracting
out-of-state business expansion, leveraging prigatgor funds, and
assisting the development of new technologies.
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VI.

Program Obijective.

The objective of the revolving loan fund is to file financing gap
between project costs and private debt financirhivate equity by
making direct low-interest loans for certain apmwvactivities to
businesses within the Mankato city limits.

Equal Opportunity and Affirmative Action.

A. Non-discrimination. No one shall be denied asstdased upon
race, color, creed, religion, national origin, semarital status, age,
familial, status, or disability.

B. All loan recipients, developers, contractors, amdbcentractors
must agree:

1. Not to discriminate in any manner against an engeoyr
applicants because of race, color, creed, religieex,
matrital status, age, familial, status, or disahilit

2. To post and to cause subcontractors to post inpoounsus
places available to employee and applicants
employment, notices setting forth the substancethos
clause.

Eligible Activities

Certain projects, applicants, activities and coate eligible for
revolving loan funds.

A. Eligible applicants. Applicants may be a smiillsiness or
developers who are organized as proprietorshipsnegrahips,
or a corporation whose business sales are lesstth@million
annually for each of the last two years. The ©@ityMankato
may make exceptions to this rule on a case by bases.
Moreover, the successful applicant must also detratesproof
of the following:
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Ownership or lease agreements of the subject gyoper
Property insurance;

Property taxes paid and current;

Freedom from all judgments, liens, agreements, ex@ns
decrees, stipulations for settlements, or otheh satins
which would prevent the applicant from participgtiim
any program administered by the City of Mankata an
5. Compliance with all applicable City of Mankato
ordinances and plans.

PN e

Eligible activities. Loan funds may be usedassist small
businesses primarily by providing financial assista for the
following types of activities, including but notniited to:

growth and expansion, rehabilitation, code compgkan
employee recruitment and retention through housiittives,

and facade enhancement.

Eligible costs. Eligible costs may include tb#dwing:

1. Land improvements. Improvements to the land wiaieha
portion of the project cost including but not liett to:
grading, new streets or street improvements, pgrkits,
utilities, and landscaping.

2. Purchase or renovation of building. Purchase ahd,
necessary, renovation of an existing industrial or
commercial facility is permitted.

3. Purchase machinery or equipment. Purchase of niajos
of machinery and equipment independent of land and
buildings. These items must be defined to havsedul life
of at least 5 years.

4. Building construction. Construction of a new builigl
and/or a major addition to an existing building.

5. Leasehold improvements. Revolving loan funds may b
used for certain leasehold improvements providedi¢hse
Is equal to or greater than the term of the loash the City
secures a lien on the land or building, and impnos1ets.
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6. Affordable housing. Because affordable housing
development is tied to business needs, revolviag koinds
may be used to:

a. Leverage other public and private funds and shall
not be used a primary funding source; and

b. Purchase residential property for development and
redevelopment of affordable housing.

7. Micro-enterprise. Micro-enterprise activities ataible for
revolving loan funds.

a. Definition. A micro-enterprise is defined as a
commercial enterprise that has five (5) or fewer
employees, one or more of whom owns the
enterprise.

b. Exemption. Micro-enterprise loan applicants may
be exempt from certain requirements of these
guidelines on a case-by-case basis.

8. Infrastructure Improvements. In order to promotd |
creation/retention for low and moderate income @&ss
and/or to prevent or eliminate slum and blight @iy may
apply proceeds from the revolving loan fund to depe
public infrastructure.  Such infrastructure may luicle
utilities, streets, walkways and/or parking fa@kt The use
of funds for these purposes must be appropriately
documented as meeting economic development and
redevelopment objectives.

VII. Ineligible Activities. Certain applicants, projects, activities, andtco
are ineligible for revolving loan funds.

A. Ineligible applicants. Any applicants not meetithe eligibility
requirements outlined in Section VI, subsection alk be
ineligible to receive revolving loan funds.

13



VIII.

Ineligible activities. Funds may not be used fata
businesses, non-profit institutions, gambling orgatons,
lending or investment organizations, land specutator any
deemed illegal by federal, state, or local law m@imance.

Ineligible costs. Ineligible costs includes buiis limited to:
management fees, financing costs, franchise feesht d
repayment or consolidation, moving costs, refinagciand
operating costs or working capital.

Loan Terms and Conditions

The City shall make available to eligible applicadirect low-interest
loans for the purpose of encouraging economic dgveént,
downtown development, job creation and job retentibousing
development to meet business needs, and preservatidusiness
districts in the City of Mankato.

A.

Loan amount. There are maximum and minimum aounts
for eligible projects.

1. Maximum loan amount. The maximum loan availabbarir
the revolving loan fund for each eligible projextimited to
$300,000.00 or 40% of total project cost, whichdsdess.

2. Minimum loan amount. The minimum loan amount
available from the revolving loan fund for eachgtlle
project is $10,000.00.

3. Micro-enterprise loan. The maximum amount of aroic
enterprise loan shall be $5,000.00 and the mininhogm
amount shall be $2,000.00.

4. Infrastructure Grant. The City Council shall detare the

extent to which fund proceeds may be expended dblip
infrastructure.
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Interest rate. The interest rate shall be a firedd-established
at 70% of the Prime rate at the date of applicabionhshall not
be less than 3.0%.

Term. The term of the loan will be tied to the fuséfe of the
assets being financed. The following general teapy:

1. Machinery/equipment.  The term of the loan for
machinery/equipment shall not exceed 7 years.

2. Land/building acquisition. The term of the loéor
land/building shall not exceed 15 years.

3. New construction/renovation. The term of thanldor
new construction/renovation shall not exceed 1%syea

5. Balance due. All balances will be due and payabénd
when the loan recipient sells or otherwise trasstary or
part or his/her interest in the property or fadsieet any of
the guidelines established within this documenbteethe
maturity date of the loan or relocates any paralbof the
business outside the City of Mankato.

Job creation. A minimum of 51% of all jobs createdetained
must be held by individuals determined to be of -mw
moderate income in accordance with the rules agdlagons
established by the U.S. Department of Housing amdak)
Development (HUD) for the Community Development &o
Grant (CDBG) program.

1. One permanent full-time job must be created or ¢ave
within two years of the loan closing for up to each
$50,000.00 borrowed from the revolving loan fund;

2. Businesses receiving revolving loan funds must eagh
employee total compensation, including benefits not
mandated by law, that on an annualized basis ialéquat
least 110% of the federal poverty level for a fgnaf four;
and
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3. A business that receives revolving loan funds ragsee to
list any vacant or new position with the job seedof the
Department of Economic Security.

Slum and Blight. Funds may be expended for ecooomi
development activities, such as commercial rehdtciwaid in
the elimination of slum or blight in an area desitga by the
EDA. Designated areas must meet the definitiorslom or
blight under state or local law.

Housing assistance. The recipient shall set a&#e of
revolving loan funds or otherwise contribute anacamount
from other sources to an employer assisted hoysiogram of
choice which promotes the development of afforddimasing
for low and moderate income workers in the comnyunit
generally.

Equity participation. There shall be a minimum 1@%uity
investment of total project costs required of ajplecants.

Collateral requirements. All loan agreements Ww#l secured
by one or more of the following: promissory notegrtgage, or
security agreement as required by the City; and

1. The revolving fund may take a subordinate pasitio
the primary lender on the assets financed; and

2. Surety deposits shall be required for certamstoiction
contracts as set forth in Minnesota Statutes 295.97

Letters of Commitment. Letters of commitment froal
funding sources must be submitted for the appboato be
deemed complete.

Personal guaranty. Personal guarantees of pergotis
ownership interest of 20% or greater are requirdtersonal
guarantees of persons with ownership interest Btve to
19% may be required by the EDA but are discretipnar
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Loan repayments. Repayment of the loan must begimn
one month of completion of construction or takirmggession
of machinery and equipment purchased with loan gundihe
City of Mankato may make exceptions to this ruleaocase by
case basis.

Loan prepayment. Prepayments are permitted whieee t
Borrower makes the EDA whole for any losses or sost
associated with the prepayment.

Notice of award or denial. Applicants will be rimd in
writing not more than fourteen (14) days after fiaetion has
been taken on their revolving loan fund application the
EDA.

Loan closing documents. The City will close tharowithin
sixty (60) days of final EDA approval of the loappdication.
At that time, the City will deliver to the Borrowell closing
documents and a final debt service schedule. thange, the
Borrower will deliver to the City its loan obligatn which is
defined as a bond, note, or other evidence of atiig issued
by the Borrower to evidence it indebtedness under lban
agreement.

Post closing amendments and modifications. Regufst
amendments and modifications following award, cigsior
disbursement of funds to the underwriting of thegioal
request require EDA approval and shall be preseattéiie next
scheduled meeting of the Board.

Loan declination. The EDA will not make a loan itf
determines that the loan amount would place an eitauden
on the financial resources of the Borrower or tharr8wer
cannot demonstrate adequate financial capacityepay the
loan or the EDA otherwise determines that makirg ltan is
not in the best interest of the City.

Appeal. There will be a complaint and appeal pdoce for
aggrieved applicants:
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1. Written notice. Applicants will receive writterotice of

the denial of the loan and the reason(s) for the

determination within fourteen (14) days of the
determination.

2. Petition. The aggrieved applicant may petitioe EDA
in writing for reconsideration within fourteen (1days
from the date of the written notice of denial. Amyguest
to appear before the Board must be in writing angstm
be submitted at least seven (7) days prior to thardBs
scheduled meeting. Upon receipt of the writtentipet
for reconsideration, the EDA shall consider thetjoet at
its next scheduled meeting and advise the petitiame
writing of its decision within fourteen (14) day$ that
meeting. The Board’s decision will be final.

3. Re-application. Applicants aggrieved by the it
final decision may re-apply for revolving loan fundfter
ninety (90) days if the concerns in the precedingliaation are
adequately and appropriately addressed.

IX. Administration.

A.

Loan review committee. The Mankato EDA will geras the
loan review committee. The final determination ail
revolving loan applications rests with the EDA.

Conflict of Interest. All city officials and eoloyees shall
comply with the applicable conflict of interest wgfions set
forth in Section 2.5 of the City Code.

Staff responsibility. Community developmentffsthall have
the general responsibility for coordinating the lagagtion

process, reviewing loan application, preparing i@pgibns and
recommendations for review by the EDA, and coortingathe

loan approval and service process as set forthubs&tions D
— G of this section.
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Pre-application process. All parties seeking remgl loan
funds must file a pre-application. Pre-applicatiorms may be
obtained from the Community Development Department.

1.

There will be a pre-application form that must loenpleted
and submitted to the Community Development Departme
for review and approval.

The pre-application form will request informatioggarding
the applicant, project scope, and project costs.

Upon Community Development Department approval, the
applicant will be forwarded a revolving loan fund
application.

Pre-application forms may be submitted on an opasisb
throughout the year.

Application process. All parties seeking revolvilogn funds
must file an application. Application forms may bbktained
from the Community Development Department.

1. Components of application. Only completed apploret

will be reviewed for consideration by community
development staff. A completed application is dhat
satisfies the checklist provided below:

a. Business plan describing the scope of the drojec
including site plans, building plans, renderings, o
blueprints;

b. Project budget;

c. Private financing commitment;

d. Equity investment commitment;

e. Proposed security;

f. Company financial statements (3 years);

g. Personal financial statements (2 years);

h. Credit check release;

I. Mortgage or lease of property to be improved,;

j. Proof of insurance of property to be improved,;

k. Number of jobs to be created or retained,;

19



|. Wage information;
m. Amount of loan request; and
n. Other documentation as requested.

Incomplete applications. Community developmentf sia

its sole discretion, will determine if the applicat is
complete and actionable. Incomplete applicationt e
assignedoending status and the applicant will be informed
in writing of the missing documentation.

Transmittal. Applications transmitted by oral,eglaphic,
facsimile, or e-mail will not be accepted.

Determination of eligibility. Applicant eligibilyt will be
determined by community development staff usingeoa
enumerated in subsection D (1) of this section.

Site inspection. As part of the eligibility deteration
process, the city will inspect the property or Oimg
designated for improvements for compliance with titg
administrative ordinances and zoning codes.

Credit check. A credit check for the company aadheof
its principal owners shall be conducted by communit
development staff.

Loan approval process. Community development sialff
prepare loan applications and make recommendatiortbe
EDA.

1.

EDA agenda. Upon determining the eligibility ofeth
completed application and reviewing for credit oress
and soundness of plan, community development sigiff
place the loan application on the agenda for th&’EDext
scheduled meeting.

Criteria. The EDA will base their decision on #@nomic
benefit to the City of Mankato, credit underwrititygical to
the lending community including the borrower’s @bilto
repay the loan and the collateral offered to setheeloan,
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the number of jobs to be created or retained, watgs of
jobs created or retained, and increase in the tagabase.

EDA action. Upon placement on the agenda, the Eb&l
approve, deny, or table for consideration at arutueeting
the loan application request.

Notification of EDA action. The applicant shall hetified
in writing within fourteen (14) days of the EDA’sdsion
in accordance with the requirements set forth ictiSe
VIII, Subsection M of these guidelines.

Approval. If approved, the applicant will be sentvritten
commitment letter that will outline the terms arahditions

of the loan approval. A copy of the commitmentdewill

be signed by the Borrowers and Guarantors sigmgfyin
acceptance of the terms and conditions of the pyaposal
and the conditions for funding. Upon the return toé
executed commitment letter, community developmeaff s
will begin the loan closing process with the Cititagkney.

Closing. The City Attorney will prepare documerdatand
coordinate the closing with the Borrower or the lBorer’'s
counsel.

Loan servicing. Community development staff widocdinate
loan servicing activities.

1.

Monitoring. Community development staff will moont
loans for compliance with the accepted terms amdlitions
including job creation statistics and wage and belevels.

Reports. Community development staff and finantdf s
are responsible for ensuring that all required respare filed
in a timely manner.

Records. Computer files and conventional papes fikill
be maintained for the purpose of documenting, tragkand
monitoring program and project activities. Prognaoords
will be maintained primarily by the Community
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Development Division and financial records will be
maintained primarily by the Finance Division. Waer
applicable, the following records will be maintaine

a. Program records. The following program inforomat
will be maintained in the program project filecluding
but not limited to:

I Environmental report;
1 Eligibility determination records as set forth in
Section IX, Subsection E (1) (a-n);

lii.  Property inspection report;

Iv.  Progress reports;

V. EDA Resolutions;

vi.  Correspondence,;

vii. Loan documents; and

viii. Executed loan agreement.

b. Financial records. The following financial infaation will

be maintained in the financial project fileclunding but not
limited to:

I. Copy of the executed loan agreement;
. Disbursement data;

li.  Progress reports;

Iv. Repayment data; and

v.  Amortization tables.

4. Record retention. All program and financial aets,
supporting documents, statistical records, envimial review
records and other records pertinent to the revglvioan
program shall be maintained for a period of attleasee (3)
years from the final project report and projecselout date.

X.  Delinqguency. There shall be a notification procedure for dwplient
loans.

A. The finance officer is responsible for the timelgspng and
accounting of all loan repayments.
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XI.

XII.

B. Thirty day notice. Upon thirty (30) days delingagn the
finance officer will notify the Community Developmie
Coordinator (CDC) of the delinquency and the CD@lIskend
the borrower a delinquency notice requesting payméthin
fifteen (15) days. A copy of the letter shall lmewarded to the
Deputy City Manager (DCM).

C. Forty-five day notice. If payment has not beerereed by the
45" day a second delinquency notice will be sent éoBhrrower
by the CDC requesting payment within fifteen (1&ysl A copy
of the letter shall be forwarded to the DCM.

D. Sixty day notice. If payment has not been receivgdhe 66
day, the DCM will attempt to contact the Borrowgrtblephone
to discuss the delinquency. The DCM shall alsa senotice of
default to the borrower via certified mail requegtimmediate
payment and advising the borrower the delinquendy e
placed on the EDA agenda for discussion at the sexéduled
meeting.

E. Ninety day notice. If no repayment plan is subedittby the
Borrower, or if there is no attempt by the Borrow@megotiate
the amount due, the DCM will contact the City Masagnd The
City Attorney to discuss sending a 90 day lettdlirgadue the
loan in full.

F. Negotiation. Throughout this process, every attempl be
made to preserve the compOany, the jobs, and émeflonds.

Default. If the EDA determines a loan to be in defaulvill pass a
resolution declaring the entity in default and ceyvhe matter to the
City Attorney for disposition.

Funding acknowledgement For projects financially supported by
revolving loan funds the Borrower shall:
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A. Acknowledge revolving loan fund support in certaimitten
materials including company brochures, reports, shetters,
and press releases; and

B. On the building or expansion construction site passign

acknowledging financial support from the State ahisota
and the City of Mankato.

XIV. Other Federal and State Requirements.

Revolving loan fund recipients must also complyhwatl applicable
federal and state laws, executive orders and regatagoverning:

A.  Fair Housing and Equal Access, including:

1. Title IV of the Civil Rights Cat of 1964, as antded (42
U.S.C. 2000d et seq.) (24 CFR Part 1);

2. The Fair Housing Act (42 U.S.C. 3601-3620) C&R Part
100-115);

3. Equal Opportunity in Housing (Executive Ord&0&3, as
amended by Executive Order 12259) (24 CFR Ty,

4. Age Discrimination Act of 1975, as amended (¥3.C.
6101) (24 CFR Part 146);

5. Section 109 of Title I of the Housing and Conmity
Development Act of 1974;

6. Americans with Disabilities Act;

7. Section 504 of the Rehabilitation Act of 19@8d

8. Architectural Barriers Act of 1968.

B.  Equal Opportunity, including
1. Equal Employment Opportunity, Executive Orde248,
as amended (41 CFR Part 60);
2. Section 3 of the Housing and Urban Developmeaitoh
1968;
3. Minority/Women’s Business Enterprise (Executive
Orders 11625, 12432, 12138) (24 CFR 85.36(e))

C. Labor Requirements, including:

1. Davis-Bacon and Related Acts (40 CFR U.S.C. (A)6
7);
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XV.

2. Contract Work Hours and Safety Standards Act, as
amended (40 CFR U.S.C. 327-333);

3. Copeland Anti-Kickback Act (40 U.S.C. 276c¢); and

4. Fair Housing Standards Act of 1938, as amen@&d (
U.S.C. 201, et seq.)

D. Procurement Requirements, including the starsdaf@4 CFR
85.36.

E.  Conflict of Interest. For the procurement efvsces and
property, the following conflict-of-interest proiasis apply:
1. 24 CFR 85.36;
2. 24 CFR 84.42; and
3.  Section 2.5 of the Mankato City Charter.

F. Environmental Review. The City will be respdmai for
undertaking environmental reviews in accordanceh vitie
Minnesota Department of Trade and Economic Devetpm
Environmental Manual. The environmental review tnbs
complete before funds are committed.

G. Flood Insurance. Section 202 of the Flood DesaBtotection
Act of 1973 (42 U.S.C 4106) apply.

H. Displacement, Acquisition and Relocation. Sett30.606
and 24CFR part 42 apply.

Guidelines for the regulation of State Economievelopment
Revolving Loan Funds.

A. General The following rules, regulations, policies, andgedures
govern state economic development revolving loaial$u

B. Incorporation by Referenc&he dissemination, use, and regulation
of state economic development revolving loan furstisll be
generally governed by guidelines including:
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1. Mankato Economic Development Authority guidedine
governing the use of federal economic developmewblving
loan funds Sections | through XIII of this documeand

2. The Minnesota Investment Fund (MS.116J.8731).
C. Exceptions. The state economic development revgphMoan
guidelines shall be exempt from the following regments set

forth in the federal guidelines referenced in SeTH (1) above:

1. Section VIII, E; Slum or Blight; and
2. Section X1V, A through H.
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